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OPEC Disbursemerniis
of Economic Assistance
to Less Developed Countrics,

1974

KEY JUDGMENTS

OPEC members, led by Saudi Arabia, enormously increased their aid cffort
during 1974. These nations transferred about US $4.8 billion in official aid to
the LDCs and multilateral agencies, more than double their 1973 aid. This aid
offset about 6% of OPEC's $84 billion trade surplus. Most of this help moved
via bilateral programs, although transfers to multilateral institutions arc building
rapidly. The data show that

e FEgypt, Syria, and Pakistan received the lion's share of bilateral deliverios:

e the Most Scriously Affcected countriess (MSAs) received a larger share of
OPEC funds than of flows from the industrial countrics;

o the preat bulk of aid was transferred in cash for current balance-
of-payments support;

e the terms of OPEC bilateral deliveries were generous, with grants making
up about two-thirds; and

e disbursements on "commercial” terms through the IMF Oil Facility
dominated OPEC's multilateral cffort.

OPEC aid transfers will probably increase to at least $6 billion in 1975,
offsctting some 10% of the expected OPEC trade surplus, mainly as the result
of growing transfers to the IMF Oil Fecility. Disbursements of bilateral aid will
come largely from prior commitments to Arab countrics, Except for Saudi Arabia

N and Kuwait, the OPEC countrics, viewing their large trade surplus as temporary,
are unlikely to provide much new concessionary aid.

Note: Comments and queries regarding this report are welcomed. They may be
25X1 dirccted to of the Officc of Economic Rescarch, |
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DISCUSSION

Introduction

1. This report analyzes transfers of cconomic aid from OPEC' members
to the less develnped countrins (LDCs)? during 1974, [t identifies the kinds of
flows and relotes them to cmerging institutional arrangements. Aid transferred
dircctly from an OPEC country to individual LDCs is the major focus, although
aid flowing to multilateral agencies also is considered, Bilateral disbursements
include

o all cash transfers made cither directly to the LDC or to a third country
for LDC drawing,

e dircct cash transfers to the LDCs for military expenditures because these
payments may be diverted to cther purnoses upon entering LDC coffers,
and

e deferred payments or grants to cover oil purchases.

The data cxclude (a) all private cxport credits, whetiwer or not they are publicly
guaranteed, and (b) portfolio investments, except for OPEC funding of the

International Monetary Fund (IMF) Oil Facility, which may be so classificd.

Magnitude of Aid

2. OPEC transfers of cconomic aid approximated $4.8 billion in 1974 (sce
Table 1).> Nearly all of these flows went as cash payments cither directly to the
LDCs, to their accounts in third countries, or to multilateral agencies. These flows
absorbed 6% of OPEC's combined trade surplus last year. Aid to multilateral
institutions — previotsiv a minor regional cffort — registered the most dramatic
rise, although bilateral disbursements accounted for more than 60% of the total.

1. The members of CPEC (the Organization of Petroleum taporting Countries) are Algeria, Ecuador, Indoncesia,
Iran, Iraq, Kuwai;, Livya, Nigeria, Qatar, Saudi Arabia, Abu Dhabi (United Arab Emirates), and Venczuela.
2. The LDCs include all countrics of Africa except the Republic of South Africa; all countries of East

Asia except Hong Kong and Japan; Malta, Portugal, Spain. and Yugeslavia in Europe; and all countries in
Latin America, the Near East, and South Asia.

3. For Tables 1 through 15, sce the Appendix.
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OPEC’s share of the global aid cffort increased sharply, making up 25% of total aid
flows from all official sources (see the tabulation), from less than 15% in 1973. As a
group, OPEC far surpasscd other mzjor

Million US $
donors in the share of their GNP

devoted to such aid, transferring 4% of  Total 21,100° '
their combined GNP to. LDCs, com- 8;"5(} 13'0882
. . L 8
are i 4 . 1oy, T - !
pared with less than 1% for Develop Communist 2,000 .

ment  Assistance  Comnmiittee (DAC) Otlyer
countrics.* However, vast differences

. . \ . I lacluding ¢ ates  of official  aid disbursed
ap e . > f o . - i
In per capita GNI » stages of (ICVLIOD bilaterally to LDCs as well as to multilateral institutions,

300

ment, and absorptive capacity amonyg
OPEC members are important to this

comparison. 25X1
2. Excluding $800 million in OPEC transfers to the IMF
Oil Facility for developed countrics.

Bilateral ..id

3. Mcembers of OPEC disbursed about $3.0 biilion to 35 LICs last year
(see Table 2)5 up from an estimated $2.0 billion in 1973 and less than $900
million annually during 1970-72. Disbursements represenied only about one-third
of new commitments, which surged to $8.6 billion in 1974 (see Table 3 and the
taoulation). King Faysal freely wiclded the use of financial assistance for political

Million US §

Commitments Disbursements
Total 24,560 15,250’
DAC 12,330 10,060
OPEC 8,620 3,000
Communist 2,570 2,000
Other 1,150 250

1. Includiy 1 disbursements from aid that was commited and in tne pipeline prior to

1974.
purposes. Buoyed by a current accouni surplus of $26 billion, Saudi Arabia was
by far the largest donor — accounting for 40% of all OPEC aid transfers. Saudi
Arabia, Kuwait, and Abu Dhabi accounted for nearly three-fourths of OPEC
bilateral transfers in 1974, Only Iraq, delivered more than one-half of its 1974
commitments (see Figure 1) - mainly as oil subsidics. Of the rest, Kuwait, Libya, :

4. The DAC members are 12 nations of Westert, Europe and Australia, Canads, Japan, New Zcaland, and
the United States.

5. For a breakdown of individual OPEC country bilaterzl transfers, sce Tables 4 through 13,
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OPEC:
Bilatera! Economic Aid to the LDCs, 1973
Pledges vs Dishursements FIGURE 1
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and Saudi Arabia transferred more than 40% of their 1974 commitments; these
nations also were the largest donors within OPEC prior to 1974.

4. About 85% of OPEC disbursements went to Noslem nations. Egypt, Syria,
and Pakistan received 65% of the total (sce Figure 2). Although OPEC pledges
to the MSAs® were 15% below DAC pledges, their utilization was rapid because
of emphasis on emergency uses. OPEC transiers reaciied $1.0 billion, mainly to
Moslem MSAs, an. accounted for about 40% of tota! disbursements to the MSAs
in 1974. Iran provided more than one-third of the OPEC total for these countrics.
Oil subsidics, which contributed $200 million to a few MSAs, usually covered only
one-half or luss of newly quadrupled oil prices. This aid comr.res with a $1.5
billion increase in the MSAs' 1974 oil import bill,

Charucter of Aid

5. Some $2.7 billion in OPEC bpilateral flows, or 90% of the total, was
spent for emergency uses (sec Table 14). Nearly all were in cash, except for some
$230 mitlion in oil subsidies. War reconstruction aid to the Arab belligerent states
took $1.4 billion, or nearly o e-half of the OPEC total. Little recovery aid has
been designated for specific projects and presumably may be diverted to cover
current account deficits. An additional $54 million in disaster relief was dclivered
to the Sahel countries and Bangladesh.

6. OPEC disbursecments not only were primarily of an emergency naturc
but also were highly concessional, Outright grants, virtually all on an untied basis,”
accounted for roughly two-thirds of total OPEC bilateral flows. This proportion
compares with a 45% grant share for DAC flows. Abu Dhabi, Kuwait, and Saudi
Arabia provided about three-fourths of theij disbursements on a grant hasis, largely
in response to the urgent nceds of the Arab oclligererits. By contrast, Iran — Moslem
but not Arab - focused on the requirements of cther LDCs. Led by the Shoh's
penchant for good investments, Tehran extracted the hardest terms — with only
3% of its aid going as outright grants.

7. Trausfers designated for specific projects apsorbed only 10% of the total,
which was probably just as well considering the urgent need of the LDCs to conserve

6. The United Nations has identified 33 countrics as being most scriously affected by increases in the price
of essential imports. Criteria include per capita income below $400, sharp increasc in import costs of essentials
relative to export earnings, high ratio of debt service to export carnings, and low level of foreign exchange
reserves,

7. Untied aid allows procurcment of goods and services in anv country,
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OPEC:

Bilateral Economic Aid Disbursements to the LDCs, 1972 FIGURE 2
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foreign exrchange until the world c¢conomy can adjust to aew oii prices.
Infrastructure, cgriculture, cducation, and health services received most of the
project ailocations. The low rate of transfer on project aid is characteristic of all
aid programs and espesially so for OPEC disbursements for industrial projects, which
were important Jaimants of 1974 commitments. Even those projects in which oil
producers will participate in managemen. and ownership are affected. Feasibility
studies for some of these projects are only beginning.

The Transfer Mechanism

8. The Kuwait Fund for Arab Economic Development (KFAED) was the
only bialteral development fund in the Arab world urtil 1971, when Abu Dhabi
set up its funa (ADFAED). In 1974, both Iraq and Soudi Arabia sct aside impressive
amounts of capital to establish national funds for channcling project assistance
provided under credits. Given the relative inexpesience of OPEC countrics in
ev-itating and administering project aid, combined with the long lead-times required

wonstruction, it will be some time before these funds become effective channels
for aid. In most countrics, aid is funncled through various administrative structures,
including finance and forcign affairs ministrics and central banks.

9. Few details are available on OPEC mechanisms to oversee LDC use of
cish disbursements. Monitoring apparently varies widely among donors. Iran, Libya,
and Nigeria, for cxample, relicd mainly or their ambassadors in the recipienc
counuries to oversee their disbursements. In other instances, special accounts appear
e have been set up to keep tab on the when and why of LDC drawings.

10.  More formalized accountability is bound to otcur, however, as these
countrics gain experience as donors, The KFAED, serving as a model for the new
funds, has actually become a purchasing agent in some instances to assure the
proper cxnenditure of aid. For example, the Fund pays directly for technical
services required to perform project feasibility studics. I the proposed enterprise
is judged uneconomic, no cost is incurred by the LDC. The Fund also stipulates
that its capital is guaranteed against nationalization and scquestration and requires

periodic submission of construction progress reports,
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Transfers to Multilateral Institutions

11. OPEC provided $1.8 billion in 1974 to multilateral agencies for eventual
disbursement to the LDCs8 (sce Figure 3 and Table 15). Some $825 million was
paid iv as capital subscriptions and other grants, mainly to Arab special funds
and regional development banks. An additional $985 million in seven-year credits
. at 7% interest was transferred on call to the IMF Oii Facility to help LDCs meet

their oil bills. The MSAs, with the most limited alternatives to cover their oil costs,
were the largest users of the Facility,

12, Donor rank in multilateral giving tended to reflect the size of oil carnings.
Saudi Arabia, Kuwait, Venezuela, and Iran were the largest contributors. Lacking
any significant bilateral aid programs prior to 1974, Venezuela used multilateral
channels, particularly the IMF, for disbursing the great bulk of its aid in 1974,
Algeria and Libya also relied heavily on multilateral institutions as an aid chanre’,
The Shah, especially sensitive to the oil price issue, used the Oil Facility to channel
more than 35% of Techran's aid.

Prospects

13. Total OPEC disbursements in 1975 will increase to more than $6 billion,
assuming no Middle East war or significant change in oil prices. The entire increase
will come from 83 billion 'n OPEC support to multilateral agencies because of
a larger use of the IMF Oil Facility. OPEC disbursements to LDCs through the
Oil' Fucility alone wili be at least $2 billion® in 1975. This amount might be
increased through funding other facilitics, such as a special concessional aid account
within the IMF, now being considered to case the MSAs burden. The increased
support expected from OPEC for multitateral institutions, particularly the IMF,
implies that

® OPEC aid flows wil! account for an cven larger share of the global aid
flow in 1975,

. e cmergency assistance will increase as a percentage of the total, arnd

e aid will be more widcly distributed, particularly among the MSAs.

8. OPEC pledges to multilateral institutions reached $5.2 billion in 1974. This includes $3.2 billion in OPEC
plcdgcs‘ to the IMF Oil Facility for drawing by developed and less developed countries.

9. This estimate is based on the assumption that by the end of 1975 the LDCs will draw down most
of the Onl Facility’s unused pledges ($1.4 billion) Trom 1974 and most .iow pledges. Commitmen.s to the
Facility in 1975 are expected to nearly double to as much as $6 billion, with OPEC's share remaining around
$3 billjon.
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OPEC:

Aid Disbursements to Multilateral Agencies, 1974 FIGURE 3
By Donor
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14. OPEC bilateral aid flows are cxpected to stay in the $3.0 biilion range
in 1975. Disbursements again will be largely emergency aid, transferred as cash.
Possibly two-thirds of the disburseinents will come from commitments made in
1974 that had not been delivered at the end of the year. Included are

e grants totaling some $1.2 billion?® pledged mostly to Egypt, Syria, and
Jordan at the Rabat Arab Summit in late 1974;

e other emergency aid totaling about $300 million; and
e about $200 million in oil subsidies scheduled for disbursemen’ in 1975.

i5.  Only small amounts of the $3-$4 billion of project aid pledged in 1974
will be delivered in 1975. Drawdowns will be particuiarly slow because of OPEC's
own lack of experience in implementing development programs. OPEC members
will find it even more difficult to carry out their growing preference for joint
ventures with LDCs that share the same problem. They il have to resort to third
parties for know-how and technical capability.

16.  New OPEC bilateral aid in 1975 will be significantly below 1974 levels
because of OPEC's expanded use of multilateral insiitutions, particularly the IMF,
to channel balance-of-paymenis assistance. As a result, the cmergency component
of bilateral aid will be reduced below the 1974 level, with only $1.0 to $1.5 billion
in cash or for oil subsidies on which immediate delivery can be taken.
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APPENDIX

STATISTICAL TABLES

Table 1

OPEC: Economic Aid Disbursements!

1974
. Million US §
Bilatern!, To Muliilateral
Donor to LDCs Agencies
Total......................... 2,992.5 1,807.62
Abu Dimbi CUALY Lo L 375.5 147.0
Algerin.... ... . L. 11.2 66.6
| 380.6 257.7
Irng.... ..o 267 .8 63.2
Koewnio, oo oo o0 hh7.7 265 .8
Libyn.. ..o . o 19,6 131.0
Nigerin..................... 3.3
Qatar.. ... . o H7.5 15.2
Suwudi Arabin. oo 0000 1, 21408 601.5
Venezueln, ..o oo oo 15.0 259.6

! Including estimated Nows of - ificinl development. assistance
and other officinl nid (excluding bond purchases) as defined
by DAC. Direct cash panyments to the LICs which may be
used for military  procurement und oil subsidies also are
included.  All private assistance, including eredits that are
publicly guaranteed, is exeluded,

2 Fxeluding $800 million in OPEC (ransfors to the IMEF il
Fueility for developed countries.
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